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KEY ECONOMIC INDICATORS - TURKEY 


official Exchange Rate 
TL 17.50 = $1.00 


INCOME, PRODUCTION, EMPLOYMENT c D 
% Change 1977 


GNP at current prices 1/ 
($ billions) 

GNP at constant 1968 prices 1l/ 
($ billions) 
Agriculture 
Industry 
Other 

Per Capita GNP at current 
prices 1/ 

Average Industrial Wage 
(1974 = 100) 

Labour Force (millions) 

Average unemployment rate (%) 


MONEY AND PRICES 


Money supply (TL millions) 118,470 148,800 
Interest rates (Central Bank) (%) 9 ) 
Indices: (1963 = 100) 2/ 
Wholesale price index 343.2 396.6 
Ankara Cost of Living 333.4 385.9 


BALANCE OF PAYMENTS AND TRADE 
($ millions) 


Gold and Foreign Exchange 
Reserves 3/ 1,025.5 989.0 June 3 613.1 
External Public Debt (Repayable 
in foreign exchange excluding 
undisbursed portion) 3,012 3,822 
Annual Debt Service (External) 241.0 336.0 
Balance of Payments, overall 
balance -1,301.0 -1,751 March 31 -612.2 
Balance of Trade 
(1977: Jan-Mar) -3,337.5 -3,168.8 -913.8 
Exports, FOB (1977: Jan-Mar) 1,401.1 1,959.8 491.9 
U.S. Share 
(1977: Jan-Feb) 147.1 191.4 26.6 
Imports, CIF (1977: Jan-Mar) 4,738.6 5,128.6 1,405.7 
U.S. Share 
(1977: Jan-Feb) 425.7 437.9 Vee 


1/ National Income data are provisional and based on November 30, 1976 provisional 
estimates. 


2/ annual average 1975 and 1976; figures exclude rent factor. 


NOTE: Several changes in the exchange rate during the past three years account for 
apparent discrepancies in percentage change from year to year in several items above. 
The percentages shown in column C for items relating to National Income are based on 
official data in Turkish lira rather than on the dollar equivalents shown in A and B. 
Average rates used in National Income data are as follows: 1975: $1.00 = TL 14.50; 
1976: $1.00 = TL 16.00; $1.00 = TL 17.50 (since March 1, 1977) 


3/ Official reserves of the Central Bank, excluding those of other banks. 





SUMMARY 


The budget adopted for Turkish fiscal year 1977 demonstrated a 
continuing commitment to the high rate of expenditure for in- 
vestment that has characterized the Third Five-Year Plan (1973- 
77). #$j%In the face of severe foreign trade and payments deficits, 
the Turkish Government has been counting on the availability of 
foreign financing to close the investment/savings gap and to 
permit a continued high rate of economic growth. Turkey's debt 
burden is not excessive at the moment, although there has been 

a rapid accumulation of short-term debt over the last two years. 
However, a new government coming into office after the elections 
of June 1977, will probably want to reduce short-term borrowing, 
build up foreign exchange reserves -- reduced to a critically 
low level in the period preceding and following the elections -- 
and improve the balance of payments, particularly the balance of 
trade, in order to restore the economy to a financially sounder 
basis and maintain the confidence of international lenders. 
Despite its present difficulties, Turkey remains a promising 
market for American exporters and bankers over the medium and 
long terms. Among the areas offering special opportunities for 
U.S. exporters are power, transportation, construction, communi- 
cations, food-processing, and textile machinery and equipment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Government Budget and Program 


The coalition government led by Suleyman Demirel succeeded in 
winning Parliamentary approval for the 1977 TFY budget 

February 27, after a close vote. Total expenditures were 

approved at TL 225.8 billion ($12.9 billion), an increase of 

46.4 percent over the approved expenditures for TFY 1976 

(March 1 - February 28). Revenues were estimated at TL 206.3 bil- 
lion ($11.8 billion), an increase of 43.8 percent over last year. 
It was expected that the difference of TL 19.5 billion ($1.1 bil- 
lion) between expenditures and revenues would be covered through 
domestic borrowing. 


Although the Ministry of Finance and the State Planning Organi- 
gation reportedly had tried to hold the proposed budget of the 
Demirel government to around TL 205 billion, Deputy Prime Minis- 
ter Erbakan of the National Salvation Party successfully forced 
the government to submit a budget of TL 220 billion. After 
debate and amendment in the Parliament, the budget was approved 
at TL 225.8 billion. The main increase in this year's budget 
over the TFY 1976 budget lies in civil servant salaries and in 
economic services. Salaries of civil servants were increased 

by 33.3 percent at a net cost to the Treasury of TL 11.4 billion. 
At the insistence of Deputy Prime Minister Erbakan, the share of 
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the budget allotted for economic services went from 40 percent of 
the TFY 1976 budget to 47 percent of the TFY 1977 budget. The 
bulk of this money was appropriated for investments of the Min- 
istry of Industry and other State economic entities controlled 

by Mr. Erbakan's National Salvation Party. 


The budget, the 1977 Import Program, and the 1977 Annual Program 
developed by the State Planning Organization, clearly showed 

that the pre-election Turkish Government remained committed to 
meeting the goals of the Third Five-Year Plan (1973-77) while at 
the same time maintaining a strong, modern military establish- 
ment. It held to this commitment in the face of severe foreign 
trade and payments deficits and shortfalls in domestic savings 
and investments. In line with Plan goals of stimulating a real 
annual GNP growth rate of over 8 percent, the 1977 Program 

called for investments to rise substantially. In order to meet 
targeted growth rates of 3.7 percent in agriculture, 11.2 per- 
cent in industry and 7.7 percent in services, the State Planning 
Organization projected total investment for 1977 at TL 191 billion 
($10.8 billion), a 22 percent increase over 1976. The Program 
called for a 28-percent increase in public sector investment and 
a 14-percent increase in private sector investment and projected 
that growth in consumption expenditures could be held to 4.7 per- 
cent (7.9 percent in public and only 4.1 percent growth in pri- 
vate consumption). While the Program emphasized the necessity 
for promoting domestic savings, the projected investment/savings 
gap (investments as a percentage of GNP are 27.16 percent, while 
savings as a percent of GNP are 22.3 percent) reflected the in- 
creasing Turkish dependence on foreign resources. The Program 
anticipated that the 1977 investment deficit, projected at nearly 
$2 billion, or 18 percent of total planned investments, would be 
financed by foreign borrowing. 


Labor and Industrial Relations 


Collective bargaining was brisk in late 1976 and early 1977; 
Many contracts were renewed in both the private and public sec- 
tors. Even more intensive negotiations are anticipated in the 
coming months, especially in the private sector. Labor demands 
were high in both wages and fringe benefits, and concessions 
granted were extremely generous. As compared with a growth of 
productivity in 1976 estimated at 5 percent, labor costs rose at 
rates between 30 and 50 percent under the influence of an infla- 
tion rate of 20-25 percent and of rising worker expectations. 
Negotiations proceeded calmly for the most part, except in the 
first quarter of 1977 when there were flurries of strikes and 
strike threats. 


A notable feature in gross compensation has been the change in 
the ratio of fringe benefits to basic wages. Trade unions have 
concentrated their efforts on demands for bonuses (extra months' 
pay) and social benefits such as birth, marriage and death allow- 
ances, child-maintenance and education allowances, food support, 
free transportation and the like. Thus, fringe benefits at the 





beginning of 1977 were estimated to amount to 75-80 percent of 
basic wages. The most contentious of these allowances has been 
severance pay. The labor law provides 30 days pay for each year 
of work, but it permits an increase of the number of days by 
contract negotiation. Recent contracts have frequently provided 
from 45 up to 60 days. This substantial liability has contrib- 
uted importantly to inflation and has caused deep concern to 
foreign firms operating plants in Turkey. 


Foreign Trade Outlook 


In 1976, Turkey suffered a trade deficit of $3.2 billion, a 
figure which swamped any surplus items in its current and basic 
accounts. Imports, led by boilers and machinery ($1.4 billion), 
crude petroleum ($1.1 billion), chemicals and fertilizer 

($651 million) and iron and steel ($545 million), reached 

$5.1 billion, an increase of 9 percent over 1975. Exports during 
the same period rose 28 percent to $1.9 billion. Export growth 
in 1976 was led by major increases in exports of cotton, tobacco, 
hazelnuts, and other agricultural products. Agricultural exports 
in fact, accounted for over 60 percent ($1.26 billion) of total 
Turkish exports in 1976, and textiles alone accounted for 

$300 million of a total of $740 million in non-agricultural ex- 
ports. Worker remittances from abroad, the major surplus item 

in the invisibles account, were down by 25 percent for the year 
to $982 million. Travel and tourism not being important net 
earners of foreign exchange, there was therefore, a deficit on 
current account of $2.3 billion and a basic account deficit of 
$1.8 billion last year. The basic account deficit was substan- 
tially financed by large-scale inflows of short-term capital, 
together with $149 million from the IMF's compensatory financing 
and oil facilities, and a $112 million draw-down in foreign ex- 
change reserves. 


The government investment program adopted for 1977 projected 
imports at $5.8 billion and exports at $2.5 billion, leaving an 
estimated deficit on trade of $3.3 billion. The program fore- 
cast worker remittances of $1.15 billion, a current account 
deficit of $2.075 billion and a basic account deficit of 

$1.260 billion. The pre-election coalition government suggested 
that the deficit could be financed with $120 million from the IMF 
and $1,140 million in short-term capital. 


Exports during the first three months of 1977 dropped 38 percent 
to $492 from the $781 million registered for the same period in 
1976. Imports rose 3 percent for the first three months to 

$1.4 billion compared to $1.2 billion for the January-March period 
in 1976. Although worker remittances rose 16 percent in the first 
three months to $215 million, they were inadequate to compensate 
for a first-quarter trade deficit of $900 million. 





In order to maintain a fairly high growth rate over the next 
Five-Year Plan, it will be necessary to improve the balance of 
trade and increase earnings in invisibles. With the virtual 
drying up of Western concessional aid, a rapid increase during 
the past three years in commercial borrowings, and a fall-off in 
worker remittances, the success of the new government's export 
promotion efforts will have a critical impact on the kind of do- 
mestic economic programs it can support. The potential for 
Turkish export growth is large in the medium term, particularly 
in agricultural products, forestry, textiles and minerals, but 
there are several serious obstacles to rapid growth in the short- 
term. A protected domestic market, relatively high-cost produc- 
tion inputs, growing labor costs, and lack of export marketing 
know-how have encouraged most local manufacturers to concentrate 
on the profitable home market in lieu of more competitive markets 
overseas. High subsidies have often priced Turkish agricultural 
commodities above world-market levels. Nevertheless, Turkish 
agricultural output and productivity have been growing with im- 
proved farming practices, more irrigation and mechanization, and 
increased use of fertilizer. This provides promise for increased 
exports of agricultural commodities and agro-industrial products. 
In addition, Turkey has the potential for a rapid growth of 
foreign tourism. 


Balance of Payments: Reserve and Debt Position 


Turkey's official gold and foreign exchange reserves fluctuated 
considerably over the past six months. Reserves reached $1 bil- 
lion on December 31, 1976, after a 1976 low of under $700 million 
on November 26, but they dropped again to an all-time low of 
$513 million on April 22 and hovered around $600 million through- 
out May. The continuation of the severe trade deficit and the 
difficulty of managing $2.1 billion in short-term convertible 
lira deposits (loans payable in foreign exchange) have taxed 
Central Bank authorities seriously. The resulting shortage of 
foreign exchange has created lengthy delays in remittances for 
import transactions and concern among both foreign exporters 

and international bankers. The hard-fought election campaign 
made the coalition government unable and unwilling to take the 
measures necessary to improve the situation. The Central Bank 
has managed to find the foreign exchange necessary to keep the 
situation from deteriorating further. To relieve the foreign 
exchange gap, the Turkish Government coming into power follow- 
ing the June election may well find it necessary to revise 
Turkey's economic policies and targets in order to maintain the 
confidence of the international banking community in the real 
medium and long-term strengths of the Turkish economy. 





Turkey's foreign debt has risen rapidly. Exclusive of the 
approximately $2.1 billion in net short-term capital that has 
flowed in since May 1975, Turkey's total debt payable in for- 
eign exchange, including undisbursed portions, was $5.5 bil- 
lion at the end of 1976. The comparable figure for the end of 
1975 was $4.1 billion. About 85 percent of this medium and 
long-term debt is owed to foreign governments and international 
organizations ($1.2 billion to the U.S. Government; $700 million 
to Germany, of which over $200 million is undisbursed; and 

$900 million to the IBRD, of which $570 million is undisbursed). 


Most of these credits have long maturities ($2.5 billion 
Matures between 1985-2022) and relatively low interest rates. 
However, as a result of increased commercial borrowings over 
the past year, the Turkish debt-service ratio has been rising. 
The debt-service as a percentage of exports of goods and ser- 
vices (including worker remittances) was approximately 20.5 per- 
cent in 1971, 9.6 percent in 1975, nearly 12 percent in 1976 
and could reach 14 percent in 1977. While the addition of 
debt-service on convertible lira deposits and other debts under 
one year, not included in the foreign debt total, could raise 
the debt service to as high as 20 percent, this figure is still 
manageable. It suggests, however, that a new government might 
have to consider whether or not it should begin to cut down 

the rate of new foreign borrowing, particularly of short-term 
money. It will also have to consider what can be done to build 
up foreign reserves and improve the balance of payments, par- 
ticularly the balance of trade, in order to maintain the con- 
fidence of foreign lenders and persuade them gradually to 
replace short-term credits with medium and long-term inflows. 


IMPLICATIONS FOR THE UNITED STATES 


Turkey has been determined to maintain a high growth rate 

even in the face of increased dependence on external resources. 
Whether or not it can continue to do so, given a severe short- 
age of foreign exchange is uncertain. While selling to Turkey 
has never been easy, over the past two years, particularly, 
competitive financing has become an essential component of 
virtually every sales package. American exporters have demanded 
increased assistance from their bankers in the United States. 
Recently, however, Turkey's shortage of foreign exchange and 
delays in effective transfers to pay for imports have caused 
concern among American exporters and among banks providing 
export-financing to Turkey. Medium and long-term opportuni- 
ties for sales and credits remain excellent, however. fExporters 
and bankers interested in the medium and long-term benefits to 
be gained from a close association with the Turkish market are 
continuing to follow the situation closely and are maintaining 
existing credit lines with Turkish customers. 





Major U.S. competition for the Turkish import market comes 
from the Federal Republic of Germany, the United Kingdon, 

and Italy, which had 17 percent, 8 percent and 7.8 percent, 
respectively, of the Turkish market in 1976. Eastern European 
competition for the Turkish import market is growing, par- 
ticularly under the stimulus of concessional credits on barter 
arrangements given by the U.S.S.R., Romania, Czechoslavakia 
and East Germany. Nevertheless, imports from the U.S.S.R. 

in 1976 accounted for less than 2 percent of Turkish imports 
and the other countries of Eastern Europe increased their 
share of the Turkish market from only 5 percent in 1975 to 

6 percent in 1976. 


Even though the Turkish investment climate has not been 
attractive in recent years, the intense development effort, 

the shortage of investment capital, the need for modern 
technology transfer, and the desire to promote efficient export 
industries may eventually lead to a more open Turkish private 
investment policy. 


The Fourth Five-Year Plan (1978-82), scheduled for adoption in 
November, will provide detailed information about possibilities 
for trade, finance and investment. 


U.S. exports to Turkey rose from $350 million in 1974 to 

$426 million in 1975 and to $438 million in 1976. The U.S. 
share of the Turkish import market, however, has dropped from 
9.5 percent in 1974 to 9 percent in 1975 and to 8.5 percent 

in 1976. This phenomenon is almost completely due to the 
excellent Turkish harvests of the past three years which have 
cut U.S. exports of agricultural products, particularly wheat, 
from $101 million in 1974 to $80 million in 1975 to $8 million 
in 1976. Exports of other U.S. goods and services have held 
up well. 


Areas of Special Interest to U.S. Suppliers 


There are good opportunities for the expansion of U.S. exports 
in areas relating to thermal and hydroelectric (and possibly 
nuclear) power plants; food processing and handling facilities; 
textile and ready-to-wear clothing plants; establishment of 
chemical, petro-chemical, fertilizer, and pulp and paper plants; 
petroleum, coal, and mineral exploration; ore processing plants; 
and modernization and expansion of port, airport, railroad and 
highway transportation facilities, all subject, in the short 
term, to the availability of financing. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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